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Southwestern Bell Telephone Company (SWBT), hereby files

its comments pursuant to the NPRM released July 6, 1993 in this

docket.' The Commission's proposal to further modify the local

exchange carrier (LEC) price cap plan at this time is premature

given the upcoming comprehensive performance review. Further, as

the Commission noted in its NPRM, the type of change envisioned by

the Commission's proposal reduces efficiency incentives. To the

extent that such incentives are affected, the Commission should

consider these changes in the context of all other changes to the

LEC price cap plan in the performance review.

I. REGULATION SHOULD RECOGNIZE THE PRESENCE OF INCREASED
COMPETITION AND TECHNOLOGICAL ADVANCES.

The sUbject of requiring the add-back of shared amounts

(and similarly add-back of the lower formula adjustment amounts)

has been informally discussed within the industry for some time.

A rule change on this subject, however, is premature just prior to

1 Price Cap Regulation of Local Exchange Carriers. Rate of
Return Sharing and Lower Formula Adjustment, CC Docket No. 93-179,
Notice of Proposed Rulemaking, (FCC 93-325) (released July 6, 1993)
(NPRM) .
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the performance review where one of the issues for debate will be

the elimination of sharing.

The Commission has recently reemphasized that the goal of

price cap regulation is to provide incentives for increased

efficiency.2 Nevertheless, the Commission also recognizes here

that the proposed rule change would "reduce the efficiency

3incentives" in the LEC price cap plan. To the extent that the

addition of add-back reduces LEC's efficiency incentives, then SWBT

requests that the proposed change be addressed in the performance

review.

Regulatory reform should resultadditi24increase8

increas4performan3goaltheLECpriceLECcy62th71Tc 11.5759 0 0 3dLEC



- 3 -

The need for forward-looking regulatory reform is

reflected in the IARP. Also, in August of 1992, Commissioner

Andrew C. Barrett confirmed the need to change the current

regulatory framework and laid out a plan by which such change could

be adopted. 5

commissioner Barrett stated that while the Commission in

1992 may not be able to rely upon "the market to set prices for all

services, clearly the market is capable of doing so for an

increasing number of services. " In particular, Commissioner

Barrett proposed that the price cap plan should consider letting

"the market assume more of the burden" of regulation.

In support, Commissioner Barrett reasoned that imposing

an overall rate of return ceiling while only regulating some prices

will necessitate a cost allocation scheme that will become

increasingly difficult to administer, and that it would be better

to "drop the rate of return ceiling while continuing to maintain

[the Commission's] ability to regulate prices." Also, he reasoned

that ensuring "just and reasonable" prices by restricting earnings

or investment is not clearly effective. Finally, he concluded that

the new investment and additional expenses required to modernize

the telecommunications industry may not be made unless there is an

opportunity to earn "higher returns that are commensurate with

[the] increased risk" of these new investments.

5 "Beyond Price Caps: Escaping the Traditional Regulatory
Framework," by Commissioner Andrew C. Barrett, Federal
Communications Commission, The Florida Economic Club, August 27,
1992.
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There is growing recognition that the allocation of

expenses and capital and the calculation of an earned return as a

means of determining the reasonableness of rates on regulated

services is an increasingly fruitless exercise. 6 SWBT recommends

that the Commission, rather than focusing on the limited issues

raised in the HfBM, consider the broader issues raised by

commissioner Barrett and the IARP when changing the efficiency

incentives provided to price cap LECs.

II. REFORMS TO THE LEC PRICE CAP PLAN SHOULD BUILD ON AND BE
CONSISTENT WITH THE REFORMS TO THE AT&T PRICE CAP PLAN.

Effective July 1, 1989, the Commission implemented price

cap regulation for AT&T. Similarly, effective on January 1, 1991,

price cap regUlation was implemented for the largest LECs. Prior

to this time, AT&T and the local exchange carriers (LECs) were

regulated under a cost-plus system. The rates charged by LECs for

services provided were based on costs plus a return on invested

capital.

The objectives of price cap regulation were to harness

the profit-making incentives common to all businesses to produce a

set of outcomes that advance the public interest goals of just,

reasonable, and nondiscriminatory rates, as well as a

6

communications system that offers innovative, high quality

See. e.g., Baumol, William. J, Michael F. Koehn, and
Robert Willig, "How Arbitrary is 'Arbitrary' - or, Toward the
Deserved Demise of Full Cost Allocation", Public utilities
Fortnightly, September 3, 1987, pp. 16-21.
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Price cap regulation was designed to encourage the

implementation of innovative new services as well as to protect

market providers and consumers from cross-subsidization.

The Commission has recently confirmed its expectations

that price cap regulation was an improvement over ROR regulation,

combining lower rates with effective incentives for improved

efficiency and innovative services. 8 The Commission has also noted

that under the AT&T price cap plan AT&T's earnings have risen and

its infrastructure has been improved, notably in its technological

h ' t' t' 9sop 1S 1ca 10n.

SWBT agrees with the Commission that pure price

regulation, absent earnings regulation, is superior to ROR

regulation. Accordingly, ROR regulation aspects of the price cap

plan for the LECs, such as sharing, should be eliminated. SWBT LEC

sharing requirements provide a disincentive to invest in new and

risky technologies. 1o

7 See, also, fn. 2, supra.

8 AT&T Price Cap Review NPRM, at para. 1.

9 Price Cap Performance Review for AT&T, CC Docket No. 92-134,
Report, (FCC 93-326) (released July 23, 1993), at paras. 10-12.

10 A pure price regulation plan that places limits directly on
the rates carriers may charge, without capping earnings, encourages
carriers to increase earnings by enhancing efficiency and
introducing innovative new services. In a pure price regulation
plan, carriers have an incentive to increase efficiency and invest
in the infrastructure because they have the opportunity to maximize
the return on shareholder equity over the long run. If, however,
there is any significant danger that the benefits of productivity
increases will be eliminated because of the carrier's earnings, or,
in retrospect, be required to be recaptured through some other form
of productivity-capturing adjustments to the regulatory framework,
then the incentive to behave efficiently is gutted and the engine
of productivity growth is derailed. Sharing dispatches just such
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AT&T's price cap plan does not contain sharing.

Consequently, AT&T has a stronger incentive to invest in new and

risky technologies, knowing that if successful, it has the

opportunity to benefit from such deploYment.

SWBT also agrees with the Commission's decision to remove

a large portion of AT&T's services, those sUbject to sufficient

competition, from price cap regulation. This same streamlined

regulation should also apply to LEC services subject to

competition. This method of regulation is similar to the

positions forwarded in the USTA Interstate Access Reform Proposal

(IARP) that is contained in Appendix A."

a result and should be eliminated.

" The IARP advocates that the degree of regUlation should be
tailored to the level of competition in a particular market area.
Regulatory oversight would be highest in markets eXhibiting the
least competition. More competitive markets 3991 0 0 11n3934 0 0 12.49j
0.0445 136.32 Tmreceitive

ovorycompetitivemarketsodte


(is)Tj
1459009 0 0 12.6.116.2610072.08 Tmstrocagyatiscsistentoftheofitingtocompetitionandshouldtothe
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III. CONCLUSION.

For the foregoing reasons, SWBT respectfully requests

that the Commission delay review of its proposal until the

performance review of the LEC price cap plan is initiated.

Respectfully submitted,

SOUTHWESTERN BELL TELEPHONE COMPANY

By~AL/~
Robert M. Lynch
Richard C. Hartgrove
Thomas A. Pajda

Attorneys for
Southwestern Bell Telephone Company

One Bell Center, suite 3520
st. Louis, Missouri 63101
(314) 235-2507

August 2, 1993
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INTERSTATE ACCESS REFORM PROPOSAL

EXECUTIVE SUMMARY

USTA believes that the framework of rules used by the Federal Communications

Commission (Commission) to regulate the interstate access services provided by local

telephone companies has outlived its usefulness. A new framework is urgently needed if
the Commission is to achieve its policy goals in a new environment of changing

technology and growing competition. The USTA Interstate Access Reform Proposal

presents this new framework, which is designed to support the following objectives:

-promote universal service;

-promote the introduction of new services and technologies;
-support balanced competition in access markets;

-promote efficient use of the network;

-encourage development of a national telecommunications infrastructure;

-prevent unreasonable discrimination;

-minimize regulatory burdens.

Access reform should: accommodate the dynamics of markets and technology I

rather than "manage" markets and market providers; maintain the basic goals of the Unity

1-A Agreement; and, result in equitable treatment for all access competitors. The reforms

outlined in the proposal focus on prOViding structural flexibility I pricing flexibility and

support for public policy support obligations.

STRUCTURAL FLEXIBIUTY

The current Part 69 rules specify the permissible access elements. USTA proposes

a more flexible structure, in which the Commission would no longer be required to

maintain a list of permissible elements - an impossible task in a rapidly changing

marketplace.

This new structure would facilitate the introduction of new services, since a waiver or

change in the rules would no longer be required. It would also no longer be necessary to

classify each proposed new service under one of the existing Part 69 elements - a

process which has delayed new service approval in the past. The rules would still ensure



that services could not be discontinued without appropriate review.

The current elements codified in Part 69 reflect service applications. The access

rate structure should instead be based on access categories.' The number of codified

access categories would be limited to four: Public Policy, Switching, Transport and Other.

The Public Policy access category would be applicable to price cap and non-price

cap Local EXchange Carriers (LECs) and could include any elements established for
public policy purposes. The Commission would determine elements to be codified within

the Public Policy category. The Transport, SWitching and Other access categories would

be applicable only to non-price cap LECs. For those companies, the Part 69 rules would

not codify rate elements below the category level.

Cost allocations would only be required on a limited basis. For price cap LECs, only
the End User Common Line charge element within the Public Policy category would

require cost allocations. For non-price cap companies, all four access categories would

require cost allocations in order to develop the appropriate revenue requirements; costs

would not be allocated below the category level, with the exception of rate elements

within the Public Policy category.

PRICING FLEXIBIUTY

The degree of regulation should be tailored to the level of competition in a particular

market area. Currently, the Commission allows LECs to segment study areas into zones

comprised of wire centers possessing similar traffic density characteristics. As access

market areas become increasingly competitive, an additional dimension that takes into

account market competitiveness is needed. USTA proposes a three tier market structure

of Initial Market Areas (IMAs), Transitional Market Areas (TMAs) and Competitive Market

Areas (CMAs). For LECs which have elected to establish zones, each zone would be

designated an IMA. For those companies which have elected not to establish zones,

each stUdy area would be designated an IMA. Wire centers may be included in a TMA or

certified as a CMA depending on the degree of competitiveness. Rules governing pricing

and price management will vary between these market areas.

The current price cap basket design outlined in Part 61 of the Commission's Rules

and Regulations should be revised. LECs would then be better able to meet evolving

1 An access category is a general classification into which access funetionalities (e.g., transport.
switching, etc.) may be logically grouped.
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customer requirements. The following baskets are proposed for incorporation in FCC

Part 61: Transport, SWitching, Public Policy, and Other. Price cap categories would be

established for each IMA. A single price cap category containing all applicable TMAs
would be established within each basket. The Public Policy basket would not contain IMA
and TMA category designations. CMAs would be outside of price cap regulation.

Once TMAs are initialized, ongoing price management would be regulated much the

same way as they are within the IMA, however greater downward flexibility would be

permitted within the TMA. Additionally, LECs would be able to respond to a request for

proposal (RFP) from a customer with a contrad tailored to meet the customer's needs

within the TMA. Contract carriage would be permitted for any service in a CMA.

The proposal outlines the filing requirements, including notice intervals and cost and
demand support, relevant to each type of filing.

Rate of return prescription and sharing mechanisms are inappropriate within a price
cap environment.2 Accordingly I USTA proposes that both upper bound sharing and lower

bound adjustment mechanisms should be eliminated. Price cap regulation, absent
sharing. will prOVide LECs with greater incentive to invest in the infrastructure because

they will have an opportunity to maximize the return on shareholder equity over the long
run.

PUBUC POUCY SUPPORT OBUGATIONS

Historically I regUlators have relied upon the traditional goal of "universal service at

reasonable prices" as a guidepost when crafting many of their pUblic policy decisions.

This goal has been accomplished by requiring LECs to serve all customers without regard

to the economic viability of doing so. The Commission is now adopting policies which
further competition in exchange markets. These policies contravene its established goal

of promoting universal service. Without reforms to the current support mechanisms, the
growth of competition in eXchange markets will continue to erode support for universal

service.

In order to address this paradox, the Commission must develop new policies to

strike a balance between competitive entry and continued public policy support. To

achieve this balance, USTA proposes minimal changes to existing. explicit support

2 The Commission recognized that price, not earnings, should be its primary concern. and found It
unnecessary to impose earnings constraints when it adopted price caps for AT&T.
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mechanisms (e.g., USF, Linkup, Lifeline, and Long Term Support). USTA suggests the

need to evaluate optional, explicit, intra-company support mechanisms as a means of

replacing those which may be implicit in current access service prices. To promote more

balanced competition, USTA proposes reforms in the current depreciation process. This
includes an accelerated amortization of embedded investments and the ability for LEes to
establish their own depreciation rates. USTA also promotes the concept that all service

providers should be required to share the recovery of universal service costs.

TIMING

This paper proposes that a comprehensive review of the access structure should be

completed and that the proposals contained herein be implemented prior to, or in parallel
with the implementation of expanded interconnection for switched access. This review
should begin as soon as possible. The recently completed proceedings on local transport
and interconnection should be viewed as interim steps to a larger goal. USTA

recommends that a comprehensive review of the separations process should also be

initiated subsequent to the completion of the access charge plan reform. Further
revisions in access structure may well be appropriate as markets and technology evolve.

USTA looks forward to discussing the proposal with the Commission, with access
customers and other interested parties. USTA expects that its proposal will be refined
and developed further through this process.

iv



I. Introduction

The objectives of the Commission's original access charge plan included: promoting

universal service, eliminating unreasonable discrimination and undue preference in rates
for services, promoting efficient use of the local network and preventing uneconomic

bypass. The Commission implemented policies and rules to accomplish its objectives

while compensating Local Exchange Carriers (LECs) for the costs associated with their

Commission prescribed obligation to serve.1 A balance between conflicting objectives

(e.g., promoting universal services and eliminating unreasonable discrimination and undue

preference in rates for services) could be achieved because of the limited competition
present at that time. If that environment had remained static, the Commission's original
access charge plan and its policies and rules would have continued to satisfy its
objectives.

The balance that the Commission was able to achieve has been upset. In 1983,

competition was limited in the access market The existing access charge plan was not

explicitly designed to address the impacts of competition on the marketplace. Rapidly
evolving technologies, new market entrants and new procompetitive directions in

Commission policy for access markets have dramatically changed the environment. The
current framework of access regulation, characterized by rigid service definitions and
pricing restrictions which bear little relation to underlying demand or economic cost, is

inconsistent with competition and rapid technological change. Within the current plan, the

Commission cannot accommodate competition in the access market and expect to

continue to promote universal service. Furthermore, preserving the existing regulatory

regimes in this evolving environment will continue to result in unreasonably discriminatory

and preferential rates. The development and deployment of new technologies and
servIces will be hindered2 and ultimately customers will be precluded from realizing the
benefits of a competitive marketplace.

As demonstrated in Appendix At rule change proposals and waiver requests require

, The Unity 1 Memorandum Agreement (198~) and the Unity 1-A Agreement (1986) estabUshed
specific mechanisms to support the costs associated with universal service and obligation to serve
requirements.

2 A lengthy series of interstate waiver proceedings has already illustrated continuing difficulties in
providing new access services to access markets. Appendix A details many of those services affected
by these difficulties. The future promises a host of new services that are not likely to fit neatly into
existing regulatory constraints. Appendix B demonstrates the conflicts between forthcoming
technologies and services and the existing structure.
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lengthy Commission review prior to decision.3 LECs cannot, with any degree of certainty,

predict the results of these processes. 4 In a competitive environment, a year delay to

introduce or restructure LEC services is unreasonable and intolerable for most customers.

In fact, the expectation of delays caused by the rigidity of the existing access framework
discourages the introduction of new LEC access services. Ultimately, these rules serve

only to prevent LECs from responding to customer needs and confer an unreasonable,

and unearned, competitive advantage to unregulated market participants.

As the access marketplace has continued to evolve into a more competitive

environment, the current access plan has proven to be inadequate to cope with
competitive forces and technological evolution. In order to achieve maximum public

benefits from the continued acceleration of technological evolution and from the growth of

competition, regulatory policy must keep pace. As Appendix B demonstrates, the

existing, rigid access charge plan cannot accommodate complex services made possible

by newly evolving technologies and demanded by more sophisticated customers.

Customized service packages and hybrid, integrated services overlap codified access

elements. USTA believes that the Commission's access charge plan is outdated.

ContinUing with an outdated regulatory regime jeopardizes the Commission's ability to
meet its obligations under the Act.

Access services provide the foundation of connectivity •• the "critical connections" -

upon which rests the ubiquity of universal service and the potential of the information

age.5 The days of end-to-end connectivity within a single network operated by a single

company have ended. The nationwide Public Switched Telephone Network is evolving
into a network of networks in which virtually every component will be competitively

provided. The regUlatory structure for this new network vision must be designed to

accommodate change. It should seek to extricate itself from the detailed delineation of

rate and product structure. The mere existence of a mandated, detailed rate structure

interferes with market dynamics.

3 The waiver process is necessary to obtain permission to introduce new rate elements and
technical publications. If a waiver is granted. the subsequent tariff review process adds additional
delay.

• The Commission's rules do not require that waiver requests be acted upon. Therefore, the
waiver request may either be approved, denied or simply left unresolved.

5 See "Critical Connections: Communications for the Future," OTA Report, 1990, U.S. Congress,
Office of Technology Assessment. OTA contends that "Communications is the web of human society" 
- vital to both economic and cultural progress.
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LECs are currently the only service providers subject to these rules. If regulation

prevents LECs from responding to competition, customers will not realize the full benefits
of competition. l"he Commission's procompetitive policy must not simply support

competitors; it must encourage the development of effective competition. The

Commission should focus on establishing mechanisms which match the degree of

regulation governing a market area to the competitive nature of that area. Some access

service market areas are SUbject to intense competition today; others are transitioning

toward such a degree of competitiveness. Carefully designed regulatory constraints, such
as price cap regulation, are reasonable for services in some market areas, but

inappropriate for others. For services sold in more competitive markets, regulators may
legitimately rely on market forces to ensure reasonable rates. Further, the codified,

statutory presumption favoring the introduction of new services and technologies' should
be incorporated into the rules and procedures under which these new services are

evaluated. The support necessary to ensure universal service should be made explicit
and should be designed to minimize economic and technical distortion by segregating it
from the details of rate and prodUct structures.

II. Curnnt Access Charge Plan

The current interstate access structure, rates, and rules have evolved from the

decisions originally adopted in 1983. VVhile some work had previously been done to
develop access arrangements through the ENFIA agreements, the rules as finally

adopted were the Commission's response to an unexpected, externally determined event:
the AT&T divestiture agreement.

Under the current access charge plan, as shown in Figure 1, revenues, costs, taxes,

inveslments and reserves are booked using the Part 32 uniform system of accounts rules.
Part 64 rules are used to differentiate regulated from nonregulated activity. Part 36 rules

are used to allocate costs among prescribed cost categories and to perform jurisdictional

separations. Part 69 rules codify access elements, allocate interstate costs to the access
elements, specify ratemaking procedures, including the development of rate levels, for
non-price cap LECs and establish an association to file tariffs and collect and distribute

pooled revenues. Part 61 rules establish tariff filing requirements, as well as price

e Communications Act Of 1934. Section 7(a) states "It shall be the poKey of the United States to
encourage the provision of new technologies and services to the public. Any person or party (other
than the Commission) who opposes a new technology or service proposed to be permitted under this
Act shall have the burden to demonstrate that such proposal is inconsistent with the pubic interest.·
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Figure 1: Present Access Service Structure
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management rules for price cap LECs. Rate of return is controlled by Part 65. Part 43

details reporting requirements of common carriers.

The present price cap structure shown in Figure 2 indudes a sharing mechanism,

which adjusts price caps downward when earnings exceed an upper threshold. There is

also a mechanism to adjust rates upward when earnings fall below a lower threshold.

The regulations permit only a minimum of price flexibility. Prior to the Commission's

recent decision in CC Docket No. 91-141. rates were required to be averaged at the study

area level. As a result of that decision. LECs have the option of establishing zones once

expanded interconnection is available in the study area. In the alternative, LECs can

continue to price at the study area level. If the LEC opts to establish zones, the wire
centers7 in each study area would be assigned to the applicable zone based on traffic

density characteristics. Previous pricing mechanisms. like Individual Case Basis (ICB)
pricing for DS3 services. are now limited to unique circumstances. Unlike alternative

suppliers, eXchange carriers generally have no effective mechanism for responding to
customer requests for proposals for service packages tailored to their needs. VVhile there
are a few services that continue to be exduded from the price cap plan (e.g.• packet

switched services, ICBs, special construction. etc.). none of the major LEC

communication offerings are exempted from meeting all tariff filing requirements and cost
rules.

III. Proposed Objectives for a Competillve Environment

The current access charge plan. as implemented in 1983. sought to achieve four

objectives: elimination of unreasonable discrimination and undue preference among rates

for interstate services; promotion of efficient use of the local network; prevention of
uneconomic bypass; and promotion of universal service.

In spite of conflicts inherent in these objectives, the Commission was able to strike

adelicate balance. This balance depended primarily on an environment characterized by
minimal competition, limited sophistication of customer requirements and slowly evolving

technologies. As the environment has changed, the delicate balance previously achieved

by the Commission has been upset.

7 Usually. a wire center denotes a building in which one or more central offtces. used for the
provision of Telephone Exchange Services. are located.
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Figure 2: Present Price Cap Structure

PRESENT PRICE CAP STRUCTURE
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Pricing: Pricing bands pennit prices for service categories and subservices
to move within a prescribed range.

Control: Compute Price Cap Index (PCI) for each basket.
Compute Actual Price Index (API), percentage change in basket prices.

• Compute Service Sand Index (SBI), percentage change in category prices.

Compliance: When API is less than or equal to PCI.
When 5S1 is within index range.
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Therefore, USTA proposes that the following list of objectives, induding some old

and some new, would allow the Commission's future interstate access plan to best meet
the challenges of an evolving, competitive environment:

• Promote Universal Service

• Promote Introduction of New Services and Technologies

• Support Balanced Competition in Access Markets
• Promote Efficient Use of the Network

• Encourage Development of a National Telecommunications
Infrastructure

• Prevent Unreasonable Disaimination

• Minimize RegUlatory Burdens

A discussion of each of these proposed objectives can be found in Appendix C.

IV. Intertm Measures

Although USTA's Interstate Access Reform Proposal seeks a comprehensive review

which integrates all related issues, existing and anticipated regulatory actiVity within the
telecommunications market can be utilized to begin addressing the reforms called for in
USTA's proposal.

In CC Docket No. 91-213, the Commission examined a restructure of switched

access transport. In an Order (Order) and Further Notice of Proposed Rulemaking

(FNPRM) released October 16, 1992, the Commission established an interim switched

transport rate structure and pricing plan to be effective for two years beginning November

1, 1993.' The Order, also restricts LECs' ability to alter transport charges. 9

The Commission also adopted an FNPRM seeking comment on what long-term rate

structure and pricing approach would be most reasonable in a competitive environment.

The Commission has tentatively conduded that the long term structure would become

a The commencement of the proposed interim transport structure and pricing .,Ian is intended to
be concurrent with the resolution of the issues surrounding expanded interconnection for switched
access services. See discussion following on CC Docket No. 91-141.

8 For example, price cap LECs would separate transports into tandem and direct service
categories. Direct will be subject to a +1- 5% rate change while tandem will be 6mited to a 2% increase
and a 5% decrease.
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effective November 1995.10

The Commission has recently released an order in CC Docket No. 91-141,

completing an investigation into expanded interconnection for special access services."

The Commission, in its order, required that LECs offer physical collocation to all

interconnectors requesting it.'2 LECs will be allowed to establish reasonable rate

elements for interconnection. These charges will be unbundled to permit customers the

ability to bUy competitive elements, such as transmission, from other providers or to

provide these elements themselves. In lieu of a contribution charge at this time, the

Commission issued a Notice of Proposed Rulemaking (NPRM) proposing modification to

Part 69 rules which would eliminate the over allocation of GSF to special access.

The Commission also granted LECs limited pricing flexibility concurrent with the
implementation of expanded interconnection for special access services. As discussed in
Section II, LECs will be allowed to segment stUdy areas into a number of rate zones

based on traffic density characteristics.

The Commission also released a Second Notice of Proposed Rulemaking (SNPRM)
in CC Docket No. 91-141 initiating two phases of investigation into switched access
expanded interconnection issues. In Phase I, the Commission proposes that Tier 1 LEes
offer expanded interconnection for switched access services. Such interconnection would

allow competitors and end-users to offer switched transport between LEC central offices,

including tandem offices, and interexchange carriers' points of presence. This would

allow interconnection directly with LEC switches. subscriber lines and other portions of the

LEC switched transport network. Additionally. the Commission seeks comments on the
appropriate pricing flexibilities to be extended concurrent with expanded interconnection

for switched access services.

10 The Commission's tentative conclusion to codify a long term rate structure for local transport
services in 1995 is incompatible with a competitive local transport marketplace.

11 During the course of this docket USTA proposed a workable pricing ftexibiHty plan which could be
utiUzed as an interim measure designed to directly address the immediate effects of special access
expanded interconnection.

12 The Commission ruled that virtual interconnection could be employed in those instances where
both parties prefer such an arrangement. Aside from these cases, a waiver will be required for any
other virtual arrangement. The Commission foresaw that waivers would be granted in only two
circumstances: 1) a LEC demonstrates that a particular central office lacks physical space for physical
interconnection; or 2) a state legislature or regUlatory agency adopts a formal policy in favor of virtual
collocation.

8



In Phase II, the Commission, responding to the interest of parties in providing

switching facilities that directly compete with the functions currently offered by LEC

tandem switches, proposed eliminating any barriers prectuding such ability. This form of

switched access competition will further the creation of a "network of networks," whereby
the switched networks of LECs and others not only interconnect with one another, but

also compete with one another. The current phases of this proceeding are scheduled to
be completed by September, 1993.

The Commission also requested the Joint Board in CC Docket No. 80-286 to

investigate whether separations changes will be necessary as a result of the actions
called for in its Order and SNPRM.

In addition to the recent activity associated with switched transport and expanded

interconnedion, the Commission is examining regulatory reform for non-price cap LECs in

CC Docket No. 92-135. USTA proposes that regUlatory reform for non-price cap LECs
can be accomplished via the following three methods: 1) Revised Baseline Rate of
Return Regulation; 2) Streamlined Small Company Rules Extension to Common Line
Tariff Filings; and 3) Optional Incentive Regulation (OIR) Plan. 13

Revised Baseline Rate of Return Regulation refers to that regUlation applied to the
NECA pools and others regulated under Section 61.38 of the Commission's rules. An

entity can elect to utilize such regulation for only its common line tariff or for both

common line and traffic sensitive. Streamlined Small Company Rules Extension to

Common Line Tariff Filings calls for filings to be made on a biennial basis utilizing
historical cost and demand data. Additional pricing flexibility has been requested under
CC Docket No. 92-135 for Revised Baseline Rate of Return Regulation, but not for
Streamlined Small Company Extension. A company could elect Streamlined Small

Company Extension for its depooled traffic sensitive tariff filing or for depooled common
line and traffic sensitive tariff filings. The OIR plan calls for incentive regulation for small

and mid-sized companies. The aiR plan also proposes additional pricing flexibilities. All

cost affiliates of non-price cap companies would be eligible for the aiR plan.

As mentioned in Sedion I, preceding, the current regUlatory framework often causes

significant delay in the introduction of new interstate access services. USTA has

developed a proposal for Streamlined Review of New Services, (See Appendix E),
designed to reduce the regulatory lag when new interstate services are introduced.

13 The OIR plan, formerly called the Alternative Incentive RegUlation (AIR) plan, details efficiency
incentives and regulatory streamlining for non-price cap LEes.
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The interim measures described above, applied to the existing access charge

framework, at best can provide only temporary relief. Increasingly rapid technological

change, evolving customer needs and increased market competitiveness mandate the

type of change which can be realized only through comprehensive access reform.

V. Interstate Access Charge Plan Refonn

USTA proposes that a comprehensive review of the access charge rules be

completed and implemented prior to, or along with, switched access expanded

interconnection. In light of the complexities of the issues involved, this review proceeding

should be opened promptly. This review could be conducted in parallel with the more

narrowly focused proceedings already underway, without delaying the adoption of interim

measures in those proceedings. Further, USTA recommends that a comprehensive

review of the separations process should be initiated SUbsequent to the completion of the

access charge plan reform.

A. Overview

Interstate access reform must focus on providing structural fleXibility, pricing

flexibility and the continued support of public policy obligations. Service providers must

be able to utilize these flexibilities freely in order to meet customer needs. Furthermore,

service providers must not be discouraged from earning revenues beyond an arbitrarily

established level.

Sbuetural tlexlblly would be achieved by limiting Part 69 rate structure codification

to a Public Policy access category for all LECs. Three additional access categories

would be codified for non-price cap LECs. Rate elements would not be codified below

these three access categories. Also, the current price cap baskets would be restructured.

New service introduction would be enhanced by reducing filing intervals for new services

whose projected revenue falls below a de minimus threshold.

Pricing flexibility would be achieved by matching regUlatory oversight to the degree

of competitiveness in individual market areas. Behavioral criteria regarding customers'

ability and Willingness to shift their demand would be utilized to demonstrate the

competitive nature of the market area. Certain LECs would be able to demonstrate the

competitive nature of their market areas by satisfying adjacency criteria. Existing zones,

or, for LECs which have elected not to establish zones, eXisting study areas would be
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ctassified as Initial Market Areas (IMA). Wire centers may be included in a Transitional

Market Area (TMA) or certified as a Competitive Market Area (CMA) depending on the

degree of competitiveness within that wire center market area. Within a CMA, LECs
would realize the greatest level of flexibility.

Public policy support obligations must be reconciled with procompetitive policy
objectives. The Commission's goal of promoting the growth of competition in the

marketplace may undermine its established goal of promoting universal service. The
basic goals encompassed in the Unity 1-A Agreement must continue. This proposal

recommends minimal changes to existing support mechanisms, suggests the need to
evaluate additional explicit support mechanisms, and proposes reforms in the current

depreciation process. U5TA advocates that all service providers assist in the recovery of
universal service costs.

In addition, the comprehensive reform calls for the elimination of sharing

requirements, revision to existing rules for referencing technical publications in tariffs,
notice period reductions, and modifications to the requirements for cost support and
justification.

B. Acce. Services Rate Struetunt Retonn

The Commission's policies and rules have not kept pace with an ever changing.

environment. 'Mlile the specificity written into the Part 69 rules may have been

appropriate in the special circumstances of the early post-divestiture period, it now
presents a substantial barrier to the introduction of new services and the restructuring of

existing services. 14 Continuing such a prescriptive structure, and the cumbersome waiver

process that it generates, will prevent access customers from realizing the full benefits of

competition.

The current elements codified in Part 69 are reflective of service applications (e.g.,

switched access or special access). The access rate structure defined within Part 69

should instead be based on access categories. An access category is a general
classification into which access functionalities (e.g., transport, switching, etc.) may be

logically grouped. The number of codified access categories would be limited to four. A

1. In the interexchange market the Commission's pro-competitive policy has led to a proliferation of
service options from the incumbent carrier, AT&T. as well as from interexchange competitors. Detailed
rules prescribing rate structures. such as those in Part 69. have never been appled to interexchange
services.
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